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. upon the timely subject of “The Impact of 


The Alumni Conference 
The program of the Annual Alumni 
Conference of the School of Business Ad- 
ministration was planned te center attention 


the Defense Program on American Business.” — 
At the moming gencral forum session, the 
speakers approached the subject from three 
points of view. First, Professor Lewis dis- 
cussed the subject of contreis with particular 
reference to the relations of businessmen to 
government in a period of a partially con- 
trolled economy. He was followed by Pro- eS 
fessor Griffin, who discussed the subject “De- ss 
fense and Freedom” from the viewpoint of 
the economist. Finally Mr. Du Brul presented 
an analysis of “The Impact of the Defense 
Program on American Busines.” These three 
talks presented an unusual setting for a 


cussion groups approached the broad subject si 
of the day. from the peint of view of its == 
professional area of specialization. In the 
Finance round table, for example, the cen- 
tral topic was “Government Fiscal Policy and 
Private Finance.” It was at this meeting that 
Mr. Schreder presented the paper on “Busi- 
ness Conditions and Stock Market Pelicy.” 
At the dinner meeting Mr. Joseph M. 
Dodge, President of The Detroit Bank, spoke 
on the subject “Far Eastern Economic and 
Political Policies.” His address, a most inter- 


| stimulating conference in which there was 
active participation by all who attended. 
The. afternoon sessions were devoted to 
round-table discussions in four subject-matter 
fields: Finance, Marketing, Accounting, and 
li 

ie esting analysis of the historical background 4 
ks and current issues which have involved our- 
be country in the present crisis, was an “off the 
Teoord” talk and therefore is not available 
ex There were so many requests for copies of A 
Nie: the talks by those who were present at the ae 
Oe Shot forum and perticipated in the round-table 
he Copyright, 1951, University of Michigan. discussions that it was decided to publish the 
ee Request to reprint material appearing in addresses of those from whom manuscripts = 
Review should be addressed to the were available. These are included in 
he editor. the first supplement to the Michigan Business = 
Review is sent free on requat, os a Review. 
_ service to the business community. R. A. STEVENSON, Dean 


The Effect of Businessmen 


Upon Controls’ 


WANTED the chairman to recite my pedi- 

gree—my criminal record—so that you 
might know the full depths of the prejudice 
from which my observations crawl to the 
surface. You should also know that I am the 
most completely all-fired bureaucrat you’re 
ever likely to listen to. In 1935, when I was 
with N.R.A. (of blessed memory!) I was de- 
clared unconstitutional by the Supreme Court; 
in 1941 my position with the Defense Com- 
mission was extinguished by an Executive 
Order of the President; in 1943 Congress fore- 
closed the possibility of my continued em- 
ployment in O.P.A., by an amendment to its 
appropriation statute. I submit that when 
you’ve been discharged by the Judicial, Ex- 
ecutive and Legislative branches of the Gov- 
ernment, not much else can happen to you 
in Washington. 

I’m going to talk a little about price con- 
trol this morning; so, to set you at ease let 
me say that after three years of price con- 
trolling from 1940 to the end of 1942, I can 
think of no inducement this side of Heaven 
which would tempt me to go back. I might 
add that my decision coincides completely 
with Washington’s views on the matter, and, 
I should judge, with the views of the rest of 
the country as well. In short, it might be said 
that by popular acclamation, I will not be 
connected with the economic stabilization 
program. You and the country are safe! 

But you are not safe this morning, because 
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from the viewpoint of a scarred and still 
weary veteran of the Battle of the Potomac 
in World War II, I want to talk to you—not 
about the effect of price control upon busi- 
ness, but about the effect of businessmen upon 
price control; and then go on to some observa- 
tions about the relation of all of us to govern- 
ment—our government. 


The Economists 


In the early spring of 1933, Washington, 
D. C. broke out with a rash of economists. 
The symptoms occurred suddenly and devel- 
oped with epidemic sweep and swiftness. A 
couple of economists came to town in the com- 
pany of the new President. These economists 
asked for more economists—and they came; 
and these for still more, and they came. Then, 
the colleges and universities in a great burst 
of patriotic sacrifice sent practically all of 
their economists down to Washington. This 
was the golden age for economists; there have 
been those unkind enough to say that it was, 
as well, the golden age for the colleges and 
universities. You couldn’t see the economics 
for the economists. Committees became semi- 
nars; term papers took the place of state 
papers; floor leaders became cheerleaders, and 
sessions opened with “alma mater” instead of 
prayer. The praying was done by the rest of 
the country—in volume. 

It all came about in this fashion: economists 
are students of the economic system—the 
economy—the set of arrangements, institu- 

*I am indebted to the Antioch Review for per- 
mission to use here parts of my article “It’s Political 


(Repeat Political) Economy” which appeared in the 
issue for Fall, 1949. 
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tions, and processes by which society’s limited 
stock of natural and human resources is put 
continuously to its fullest and most productive 
use, and the resulting goods so divided as to 
satisfy in the most gratifying manner the un- 
limited wants of society’s members. As scien- 
tists, we examine and analyze these phenom- 
ena and seek to derive universal laws and 
principles of production, distribution and con- 
sumption—and thus keep our textbooks in a 
continual state of profitable revision. 

In the late twenties and early thirties we 
did not like what we saw. An economy— 
allegedly a system—which permitted factories 
and firms and men—thirteen million men, 
good men, honest and eager and confused and 
hungry and ashamed—to be idle against their 
will, while souplines formed and the nation’s 
flow of food and goods dried up by nearly fifty 
per cent, was not a pretty sight. But it was a 
tempting sight—a “challenge” I believe it is 
called. So we threw off our mortar boards, put 
on our homburgs, and became practitioners— 
and we have been practicing (I use the word 
advisedly) ever since. Of late our practice has 
been directed not against debility in the eco- 
nomic body, but against a quite different dis- 
order—inflation—a kind of economic high 
blood pressure—a feverish condition which 
turns out goods in unprecedented quantities, 
but under circumstances and at prices which 
make them quite unavailable to large sec- 
tions of our population—a disorder that could 
run easily into uncontrolled catastrophe and 
disintegration. 


The Impact of Adam Smith 


One hundred and seventy-five years or so 
ago, when the Un-English Activities Commit- 
tee was investigating Adam Smith for his left- 
ish tendencies, the discipline now known as 
economics was called political economy. The 
title of Smith’s best seller, the first systematic 
treatise of its kind, was, significantly, The 
Wealth of Nations, and it undertook to in- 
crease their wealth and economic power. 
Smith’s heresy consisted in the proposition 
that if a king really wanted to rule over an 
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economically strong nation he should take up 
badminton and let the economy run itself. The 
economic system, according to Adam Smith, 
was so marvelously and delicately contrived 
that even though each person among the vast 
multitudes of the civilized world pursued with- 
out guidance or restriction the goal solely of 
his own economic gain, the net effect of the 
combined interaction of this mass of separate 
endeavors would be the complete and con- 
tinuing economic salvation and happiness of 
all. Individual selfishness would be transmuted 
by an invisible hand into social benefit. To 
put the matter in a contemporary setting, 
Adam Smith broke the ground now being 
cultivated and enriched by the National As- 
sociation of Manufacturers. 

Until Smith’s time, the State—the govern- 
ment—had played a leading part in economic 
affairs; the business of statecraft was pretty 
much the running of the economy. The effect 
of The Wealth of Nations together with a few 
dozen other contributing factors was to trans- 
form the art of political economy into the 
dismal science of economics. For one hundred 
and fifty years it slumbered fitfully in a net- 
work of brambles. And then, one cold day in 
the early spring of 1933, young Prince 
Franklin and young Lord Keynes cut their 
way through the brambles and dropped twin 
caresses on the creamy brow of the sleeping 
beauty; and ever since—insomnia! Plenty of 
brambles, but definitely no sleep! 


The Role of Government 


Of course, this is the Hollywood version. 
As a matter of fact government and economics 
never stopped holding hands throughout the 
entire nineteenth century; and their interest 
in each other showed clear signs of picking 
up for forty years prior to the pealing of the 
bells for the New Deal and the New Econom- 
ics. Today we study the problems of produc- 
tion, distribution and consumption not in 
terms of abstract economic units operating 
surely and predictably in space; we talk of 
corporations (and the Securities Exchange 
Commission); labor and management (and 
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the National Labor Relations Board and the 
Taft-Hartley Act); money and banking (and 
Treasury policy and the Federal Reserve 
Board) ; inequality of wealth and income (and 
Federal and State taxes, and public debt 
policy); pricing (and the FPC and the ICC 
and the FCC and 48 State Utilities Commis- 
sions) ; international trade (and the State De- 
partment and ECA and the Tariff Commis- 
sion); the farmer (and, God forgive us, the 
Department of Agriculture). And now, once 
more, when we extend our talk about the good 
old economic staples of prices and allocation 
of resources, we talk about the new emergency 
Production Board and Stabilization Agency. 

Emergency? Let me remind you that the 
world has been in a state of emergency most 
of the time since 1914. The generations now 
extant have known practically nothing but 
first and second degree depressions and hot 
and cold running wars since they came on the 
scene. And as far as any of us is entitled to 
guess we’re going to sleep in our shorts for 
the rest of our days and nights—ready to 
draw on our pants and slide down the pole 
when the alarm rings. 

When we study economics today we are 
studying political economy. We are talking 
about the economic life of the nation and 
what, as a nation, collectively, we can do 
about it. 

Government today is BIG government and 
it is getting bigger—and it is up to its neck 
in economic issues and processes. A forty 
billion dollar peacetime budget—forty billion 
dollars—that’s nine zeros following the forty 
—to be collected from and spent among us 
every 365 days is a BIG budget; and a fed- 
eral government which in its ordinary, every- 
day, non-emergency course of conduct under- 
takes to effect and assume a measure of re- 
sponsibility for our food, clothing, shelter, 
jobs, income, savings, morals, health, happi- 
ness, and hereafter, is a far cry from the 
federal government which within the memory 
of many here nodding, whipped itself into a 
fury over the projected dredging of Swizzle 
Creek and scandals in the Congressional dis- 
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tribution of nasturtium seeds and that budget 
has more than doubled in recent months— 
and it is mot going back to a piddling forty 

There is nothing that is difficult to under- 
stand about this increase in collective activity 
on the part of our people. As population ex- 
pands and our modern urban, industrial, 
corporate life grows more complex, there are 
inevitably more matters that demand group 
action. You and your predecessors and your 
associates have played your part. Big business 
was bound to mean big labor and big agri- 
culture. And these breed big government. If 
you don’t like it, shrivel up. But you won't, 
and no one really wants you to. The people 
of this country want big government and 
they’re going to have it! All the griping and 
inveighing and brochures and canned movies 
and “viewing with alarm” and campaigns to 
“take our story to the people” will make no 


‘difference. Nor will any change of administra- 


tion. You can harness the tide and you can 
guide and use it, but you are not going to 
roll it back. 


New Direction of Government 
Activities 

Our government activities have changed 
even more markedly and more significantly in 
their direction than in their volume and ex- 
tent. The feature of our increasingly pervasive 
government that should arrest attention is its 
gradual acceptance of a responsibility broad- 
er than any one or any combination of its 
other burdens—responsibility for the full and 
successful over-all operation, no less, of the 
entire economic system. 

This is something quite different from the 
“full dinnerpail,” “two cars in every garage” 
platitudes with which we are regaled at regu- 


lar four-year intervals; this is far beyond the 


promised “prosperity” of party platforms; 
this is a cold recognition that our economic 
system, left to its own devices, has failed and 
will fail again to do its job, and that no gov- 
ernment which wants to survive can afford to 
be indifferent to the prospect, or inactive in 
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the presence of a collapsing economy. We are 
not happy with inflation—it is quite possible 
that free America cannot stand the onslaught 
of another full-blown depression. Such an eco- 
nomic system needs shoring, and shoring is 
what it has been getting for the past fifteen 
years. Whether it needs more than shoring— 
whether it needs replacement rather than re- 
modeling—is for the future to determine. But 
that business fluctuations are a matter of 
legitimate, of mecessary government concern 
is beyond question. In a democracy this means 
that it is our collective concern. 

We believe that booms and depressions are 
not inevitable; we believe that if we are en- 
gulfed again we have only ourselves to blame. 
These things we must believe. Political parties 
will differ on facades and trimmings, but no 
party henceforth will dream of denying gov- 
ernment responsibility in this area. Now, what 
can we do about it? 

I should like now to bare the workings of 
economic analysis to the test of your cold and 
skeptical scrutiny—to demonstrate its po- 
tentialities for the handling of a task that we 
are all agreed must be handled. We must 
stabilize our economy; how shall we proceed? 
The instruments are at hand: federal taxes, 
federal expenditures, federal debts—the fed- 
eral “budget”—together with the federal 
credit and banking machinery and the federal 
monetary system. And we have a new philo- 
sophy to match, thoughtfully supplied by Lord 
Keynes in our hour of greatest need. 

The first thing to note is that the govern- 
ment cannot possibly refrain from influencing 
the ups and downs of business. A hundred 
billion dollar budget, banks, credit, money and 
debts—these are the very stuff of business 
cycles. We may use them unwittingly, but use 
them we must. We may prefer to pretend that 
they are neutral in their effects, but we know 
that they cannot be neutral. It is our task, 
then, to use them positively and purposefully. 


The Effects of Higher Taxes 


Just for the fun of it, let’s consider taxes, 
assuming for purposes of the discussion that 
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we want at this time to check the rise in 
prices and temper the business boom which 
we feel is swelling to dangerous proportions, 
Shall we increase taxes in order to draw money 
out of circulation and thus reduce the exces- 
sive demand for goods and so retard the rise 
in prices? Of course, our move may have the 
result of taking money from hoarding rather 
than from funds which would be devoted to 
spending—thus putting more money into the 
income stream and raising prices and stimu- 
lating the boom. Or would higher taxes in- 
crease business costs and for this reason raise 
prices? Or would increased taxes reduce busi- 
ness profits and so soften the demands of labor 
for another round of wage increases—thus 
holding costs and prices constant? Or would 
higher taxes reduce the amount of labor’s 
take-home pay so that higher wages must be 
forthcoming from industry in order to com- 
pensate, with resulting higher costs and higher 
prices? Or will laborers, with less income due 
to higher taxes, lessen their demands for goods 
in the marketplace and so reduce the upward 
pressure on prices and keep them down? 
Would higher taxes make business ventures so 
much less profitable that businessmen will 
slow down production, thus diminishing the 
supply of goods and causing prices to rise? 
And, on the same reasoning, might prosperity 
be dealt such a blow by a tax increase that 
we would be plunged precipitously into an- 
other depression? That is, can we ever be 
sure that measures designed to temper will 
not, once they are in operation, result in de- 
struction? Of course, by reducing business in- 
comes, such taxes might operate to induce 
greater effort on the part of businessmen in 
order that their net incomes after taxes might 
remain unchanged—-and so stimulate rather 
than retard the production of goods and ser- 
vices, increase supply and hold prices un- 
changed. Then too, there is a chance that 
higher taxes by lessening the stimulus for risk 
investment will enhance the volume of sav- 
ing, and so slow up the tempo of business 
activity. Or, because increased taxes seem to 
presage the coming of the fully Collective 
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State, will people of large wealth fly from dol- 
lars to goods, and by their increased spending 
send prices skyrocketing even higher? Or, 
because the wealthy fear the Revolution, will 
they hoard their money, with opposite effect? 

See? It’s easy—but whether it’s easy or not, 
it’s going to be done. Something’s going to be 
done! 


Problems of Price Control 


Now that we’ve settled our tax program, 
suppose we turn to another quite different 
problem—an immediate pressing government 
program with which you are all concerned. 
Let’s talk about price control. You don’t like 
it or any part of it and I know why, because 
you told me, back in the early ’forties. 

I was a college professor-price controller 
from 1940 to 1943—long-haired, wild-eyed, 
hungry, with only one change of underwear, 
full of frustrations and animosities toward 
businessmen; and with an insatiable lust for 
power. And businessmen told me what they 
didn’t like about the administration of price 
control. This time, I’d like to tell you—with 
running (and jumping) comments: 

You don’t like the present program because 
it was instituted too soon—before the organi- 
zation was ready to take care of the terrific 
demands which are being made upon it. What 
was the alternative? Should the government 
have had a standing army of controllers ready 
to be wheeled into line when inflation struck? 
Or should the States have maintained a Na- 
tional Price Guard to be called to the colors 
in the nation’s hour of need? Or, possibly, 
Universal Price Control Training? Or, recog- 
nizing that its organization was inadequate 
and inexperienced, should the government 
have postponed any price control until its 
paper agency was ready to swing into com- 
plete and effective action—with prices irre- 
trievably out of sight? Should we have waited 
to lock the barn door until after the horse 
meat was stolen? 

The program is too extensive, too all-in- 
clusive, too ambitious. It should be directed 
solely at key items. Key items are those pro- 


duced by someone else. Would the govern- 
ment be wise to put up a handful of umbrel- 
las instead of attempting to construct a solid 
ceiling? Would you plan it that way if you 
were bearing the responsibility for price con- 
trol? Is it conceivable that if the prices of 
key goods alone were placed under control, 
there might be diversion of output from key 
to non-essential items. In short, did we learn 
anything at all from 1941 to 1945? 

It is manned by political hacks. Of course 
it is, because no one else whom you will per- 
mit to do the job is available. You don’t want 
the employees of your business rivals in the 
control positions. Incidentally, has it occurred 
to you that businessmen may not be experts 
at this work—that there és a substantial differ- 
ence between controlling prices and making 
business decisions—and that businessmen are 
not the only people who have something at 
stake in this program? You don’t want Pro- 


‘fessors. You'll get hacks just as long as you 


demand them. 

If you really do:’t like the calibre of men 
you have to deal with in Washington, work 
for conditions and a climate of opinion which 
will enable decent, sincere, moderately capable 
men to accept Government positions without 
sacrificing their health, their reputations, and 
their families. We are paying an inordinate 
price today for the slap-happy privilege of 
testroying government officials who disagree 
with us. 

Tt is unin’ ~med, Are you willing to co- 
operate actii giving it the necessary in- 
formation? How about those cost figures? 

It is indecisive and equivocal. Do you 
want it, in its formative stage, to be rigid and 
inflexible—incapabie of adaptation—unwill- 
ing to recognize its mistakes and to correct 
them? 


More Shortcomings 
It is, at best, incompetent. Naturally. We’re 
amateurs at this kind of thing in this country. 
We don’t train professional price controllers 
in our graduate schools; and Toledo doesn’t 
grow enough mayors. 
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It is complicated and involved—you can’t 
understand the regulations. But you business- 
men insist on this, because you want the regu- 
lations molded to meet your special problems 
—and, believe me—each one of your problems 
is especially special. Incidentally, there are 
businessmen who, with the help of their at- 
torneys, become experts at mot understanding 
regulations. The holes have to be plugged. 

It is slow. You bet it’s slow! And it will 
continue to be slow because every “yes” or 
“no” contains the seed of a character-killing 
Senatorial inquisition. Men who have to cover 
every track, whose eyes are over their shoul- 
ders more than on their desks, who work 24 
hours a day in a glass cage—such men are not 
going to dash off their answers unthinkingly— 
or even thinkingly—they’re not going to dash 
off their answers, period. 

It responds to pressures. Of course it does. 
It’s manned by human beings—and human 
beings respond to friendship, threats, flattery, 
Congressmen—and businessmen. Why are you 
finding fault? Where do you think the real 
pressures come from—the League of Women 
Voters? 

The organization is full of backbiting and 
intrigue. Naturally. Did you ever work on a 
church board? The admissions committee of 
a country club? A college faculty? A corpora- 
tion—other than the one you’re in now, where 
every one loves everyone else — just like a 
brother—his wife’s brother. 

It won’t work. It will kill off supplies; meat 
will disappear, and utility lines will be with- 
drawn. That, gentlemen, is up to you. No one 
who produces and sells goods is going to lose 
money because of price control. My only in- 
junction to businessmen is this: if you do 
withdraw and withhold supplies, den’t insult 
our intelligence as well. Don’t try to sanctify 
your action by boasting of your display of 
good old stalwart individualism—the spirit 
that made America free. Call it just what you 
call it when railway labor, for instance, with- 
holds its supply of services because the price 
offered is not sufficiently attractive. 

Business has no protection from bureau- 


cratic dictatorship. The only protection the 
businessman has is the Congress of the United 
States, the Supreme Court and all the lesser 
courts, 98 per cent of the newspapers, colum- 
nists and commentators and most of the 
churches. Who do you think really needs pro- 
tection? It isn’t businessmen Fulton Lewis 
pours it on twice every evening. 

It’s a mess.-Of course it’s a mess. War is a 
mess. Life with 150 million people is bound 
to be a mess—a grand mess. If you want the 
control program to work, it will work; if you 
don’t, it won’t. But, we’ll still have a control 
program! If you want our government eco- 
nomic program generally to work, well and 
democratically and with protection of indi- 
vidual rights, it will work. If you don’t, it 
won’t. But we'll still have government—-BIG 
government—and it will not protect individual 
rights. If Big government fails, it will pro- 
duce one certain result—Bigger government. 


Problems and Tools 


Things are in a mess in Washington. But, it 
occurs to me that if we were to take brief 
stock of our problems and our tools we might 
be less discouraged—that if we were to ap- 
preciate the nature of our over-all economic 
task—not just our immediate concern over 
price control—and to recognize and accept 
quite openly the limitations of our tools, we 
might find our problems reasonably soluble 
and our technical equipment altogether help- 
ful. 

First, a confession of faith. It is probably 
not true that the World is going to Hell in a 
wheelbarrow. Our generation ought by now to 
be pretty well inured to wolf cries. F.D.R. 
was elected for four terms but we still have 
elections so free that many of our more en- 
thusiastic and better paid voters find it pos- 
sible to cast several ballots in the same box. 
The SEC has been blighting the investment 
market for fifteen years, but stocks and bonds 
still constitute one of our most abundant 
crops. The depression of 1929 and World War 
II were both pressagented as the final destroy- 
ers of our way of life but, somehow, we still 


Michigan Business Kenia s 


live, breathe, and have our dividends. Our 
society is pretty tough. It thrives on problems 
that threaten its destruction; its staying power 
is almost beyond belief, but certainly beyond 
question. In any age, problems are new in 
their current setting; just possibly that’s why 
they are problems. The world and its prob- 
lems will be around for a long, long time. 

We need to face up to the fact that the 
great issues of economic policy which concern 
us are inherently incapable of firm, precise, 
lasting answers. We deal here not only with 
humans, but with human relationships. High- 
er wages for me are quite likely to mean 
lower profits for you; tax reduction means less 
in the way of social services and an extension 
of the debt burden for everyone, and more 
immediate net income for those released from 
taxes; public responsibility and a public pro- 
gram for forestalling and alleviating the 
devastation of depressions may mean the dif- 
ference between economic life and death to 
millions, and the end of desirable freedoms 
to others—-if the program works and an un- 
holy mess for everyone if it doesn’t. What we 
are seeking, and what we and our children 
will always be seeking are satisfactory work- 
ing arrangements—acceptable adjustments of 
shifting and conflicting claims in a complex 
and constantly changing environment. At 
times it is easier to affect workable adjust- 
ments than at other times, but the settlement 
of your continuing claims against mine, our 
claims against those of others and the claims 
of all of us against those of posterity can, in 
the very nature of the case, never be made 
with finality or with the certainty of right. 
There are no single answers to great public 
problems that are “right” as distinct from all 
others that are, perforce, “wrong.” 


Need for Purposive Activity 
The processes by which livable working ar- 


rangements are developed and operated are 
the important phenomena—the planning, the 
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give-and-take, the conflict of interests and 
efforts—because this is life itself. The con- 
stant working out of feasible solutions is 
the very business of life; that’s all there 
is to it, both for the individual and for 
our “way of life.’ When a man is through 
seeking solutions for the problems that arise 
from living with other people, he is through 
living. We needn’t worry about the existence 
of our uncertainties or the fact that we are 
groping for answers. There would be cause for 
worry only if we didn’t seek, didn’t grope, 
either because we didn’t care or because we 
thought we had the answers. (God save us 
from people who have the answers!) It is im- 
portant only that our seeking be purposive; 
and that our natural healthy concern for the 
results not degenerate into enervating anxiety. 

A large part of what goes on in public 
affairs today seems to us to be characterized 
by greed, pressure, confusion, and messy half- 


‘answers. That this is bound to be the case as 


long as public affairs deal with conflicting 
human desires and aspirations and as long as 
the disposition of public affairs is the legiti- 
mate active concern of all of us rather than 
solely of a governing group, is not always 
recognized. If this fact and its significance 
were generally understood we would hear less 
than we do about the failure of democracy. 
It is no excuse for cheap objectives and shod- 
dy performance; democracy can be made 
much tighter and more efficient than its cur- 
rent practice might indicate. But it does give 
us a background against which we can reason- 
ably appraise the performance of democratic 
ways; it enables us to fix our sights on at- 
tainable goals. I will venture the conclusions 
that the goals which we can attain under de- 
mocracy are high enough for all human pur- 
poses and that the process of striving for their 
attainment, with responsibility in all of us 
for the outcome, is in itself the highest goal 
of all. 
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Defense and Freedom 


HE United States faces two major prob- 

lems today. One is the possibility of war 
with an openly hostile power and its satellites. 
The problem of preparing for this contingency 
is now well recognized. The other I believe is 
equally challenging and it presents greater 
dangers because it is not so generally recog- 
nized. That is the problem of preserving our 
free system under the stress of preparing for 
war. 
Stated in its broadest terms the problem is 
implied in the fact that the existence and 
development of a free system is most con- 
sonant with peace and the prospects of peace. 
A system which is based upon political and 
economic freedom, which preserves civil rights, 
and which maintains a respect for the dignity 
of individuals flowers best in an environment 
of peace and plenty. On the other hand a sys- 
tem of totalitarianism is more consistent with 
and is supported by war or the real or imag- 
ined prospect of war. This means that the 
environment in which the world now finds 
itself is a “natural” for a totalitarian country. 
It is highly unnatural for us. The problem 
facing this country, I submit, is not merely, 
and perhaps not so much, whether we can win 
a war against the totalitarian states, but 
whether we can do that and at the same time 
preserve our freedoms. If we do not solve that 
problem it will profit us little to win the wars, 
for then we should have lost the basic things 
for which we were fighting. 

As to our present policy the first question 
to ask is whether we are now at war. The 
distinction is more than one of semantics. To 
anyone whose sons are fighting in Korea or 
to all of us as we read the daily reports of 
casualties on both sides the answer would 
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obviously seem to be that this is war. Well, 
it surely is not peace! But now that we have 
seen two great wars and now that we can 
imagine what a third world war would really 
be like, I think that this falls short of what 
modern man means by war between great 
nations. For in war you attack the enemy 
wherever he can be found. You devote the 
complete resources of the country to a con- 
crete military victory and under such con- 
ditions it is true that “there is no substitute 
for victory.” The action in which we are en- 
gaged, serious and heart-rending as it is, is 
after all a limited one and if we are to keep 
a sense of perspective it should be regarded 
as a police action rather than as war. It is 
still our object to prevent total war but at 
the same time to prepare for it if, in spite of 
our efforts, it is forced upon us. 


War is a Totalitarian Affair 


The distinction is important because war 
is a totalitarian affair and if we are to fight 
it successfully we must modify radically our 
free economic system, and we must place 
serious limits upon our usual civil rights. As 
Chief Justice Hughes once said concerning the 
role of government in wartime, “The war 
power is the power to wage war successfully.” 
The almost unlimited power thus suggested 
derives not merely from specific constitu- 
tional provisions but from the very attributes 
of sovereignty. We have fought two wars in 
which a high degree of control was established 
over the economic system and in which our 
usual peacetime rights and liberties were 
seriously impaired. I, for one, was concerned 
at the time that these controls having been 
established might become so fastened upon 
our economy that we would not be able to 
get rid of them after the war. Fortunately, 
in both cases at the end of the war the people 
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were eager to cast out most of these controls 
and they did so promptly. 

But those were both cases of relatively 
short wars—relatively, I say, compared to the 
period which seems to me to lie ahead of us. 
For while no one can say with assurance that 
we may not be plunged into actual war at any 
time, I believe there is a reasonable prospect 
that this will not happen, but rather that the 
men of the Kremlin will follow the advice at- 
tributed to Lenin to force the capitalistic 
countries into such a degree of regimentation 
as a supposed means of defense that the effec- 
tiveness of their system would be impaired 
and the ultimate conquest of Communism 
would be facilitated or possibly even be ac- 
complished without a serious military conflict. 
At any rate, while there may be much differ- 
ence of opinion about the prospect of actual 
war there can, it seems to me, be very little 
doubt that we will not for a long, long time 
have genuine peace. The most likely prospect 
seems to be that we are entering upon a long 
period of stress and strain, of distrust and 
fear, of hostility in which we must continually 
be on guard. In short, for the next decade or 
two we must become accustomed to a contin- 
ual state of military preparedness. Indeed that 
state of warlike preparation may become a 
new way of life for us, as it did for the Roman 
Empire which lived out many generations of 
men behind the defensive cordon of the 
legions and always with the threat of the 
barbarian hordes beyond. 

This prospect presents a very different 
problem than that of immediate and all-out 
war, which could be assumed to have a defi- 
nite beginning date and a definite ending date 
and which presumably would be over in a 
period of two, three, or four years. It is ap- 
parent that in some ways this long drawn out 
watlike state of affairs is a more serious chal- 
lenge to our institutions than would be a defi- 
nite war with all its horrors. But it is not 
conceivable that for this logical reason a 
democracy would deliberately choose to pre- 
cipitate the war on the theory that it is better 
to have it over with. The problem I envisage 
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therefore is how can we live with this con- 
stant state of tension and with a greatly ex- 
panded military influence without destroying 
the very ends that we think are worth fighting 
for. 

The fact that in modern times there is no 
clear-cut separation between economic power 
and military power in one sense aggravates 
the problem, for we cannot, as nations did in 
past centuries, assign the job of defense to a 
specialized group and then go about our busi- 
ness, burdened only by the necessary taxes. 
Preparation for war is bound to affect us all 
more intimately than that. But on the other 
hand and in another sense the close connection 
of economics and war suggests a partial answer 
to our problem, for this country has become 
the most powerful economic and military 
country in the world precisely because it has 
followed the ways of freedom. We need, I 
think, to remind ourselves of this because 


-there is an ever present tendency to view with 


admiration the orderliness of a controlled 
system. During the period of the Th'rties 
there were Americans who were greatly im- 
pressed by the fact that Mussolini had made 
the trains run on time, and that both Musso- 
lini and Hitler were able to act with the de- 
cisiveness and promptness which were lack- 
ing in our own unregimented society. But this 
was surely a superficial view as was shown 
when these highly organized systems came 
into conflict with the British and the Amer- 
icans. 


The Conditions of Economic 
Power 


There are two things that we should desire 
if we would maintain our country’s economic 
power on which depends our military might— 
one is efficiency and the other, progress. By 
efficiency I mean the utilization by all of the 
best known methods of production. By pro- 
gress I mean the continual improvement in 
our methods of production. The two are not 
entirely consistent, for a system in which 
progress is being made is bound to be one in 
which mistakes are also being made and 
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which, therefore, falls short of ideal efficiency. 
A progressive system is bound to be one in 
which a few are out ahead of the others, which 
is another way of saying that some are lagging 
behind the others. As John Stuart Mill put it 
a hundred years ago, “Nothing was ever yet 
done that was not first done by someone.” 

There may have been times in the history 
of the world when efficiency in this strict sense 
was the most important requirement for effec- 
tiveness but this is surely not one of them. 
For the world today is characterized by pro- 
gress, and the relative strength of nations will 
depend in the next fifty years as it has in the 
last fifty years upon the rate of progress. In 
the past fifty years the record of this country 
has been outstanding. Not only has our level 
of productivity per man hour been higher 
throughout that period than in any other 
country in the world, but our rate of progress 
has been more rapid and consequently the 
gap between the performance of the United 
States and in its ability to maintain a high 
standard of living and if necessary to fight a 
protracted war has been widening. Time is in 
our favor if we can continue to permit and 
encourage those same factors of individual 
initiative and flexibility which have character- 
ized the country in the past half century. 

Aside from the strictly economic factors 
our progress and strength have depended upon 
a free press, freedom of speech, openness of 
discussion, and upon the relatively limited 
powers of government. 

If we think beneath the surface, therefore, 
we see that we are not faced by an insoluble 
dilemma. We do not really have to choose 
between liberty and power. In the long run 
and the broad sense our power derives from 
our freedom. The danger is that because of 
fear and under the stress of war preparation 
we will forget this basic fact and will come 
to regard the features of a free system as 
luxuries which can only be afforded in peace- 
time and that we will, therefore, be willing 
to submit to the urgent demands of short- 
sighted men which would impair the real bases 
of our strength. 


Pressures for Controls 


There will be a strong tendency to hamper 
the working of the free market system. The 
public will demand and there will be plenty 
of government officials who will be willing to 
satisfy that demand that prices be controlled, 
that materials shall be allocated and that all 
kinds of direct interferences with the func- 
tioning of a price system shall be undertaken. 
There will be tendencies to regiment the pro- 
duction of the country, to give control of it 
to those who are following accepted methods 
in spite of the fact that progress has usually 
been made not by those but by the techno- 
logical radicals. 

There will be a tendency for the military 
groups (again with popular approval) to gain 
supremacy over civilians. There will be the 
temptation (and signs of it are already ap- 
pearing) to limit the freedom of the press, 
not merely or mainly by government orders, 
but by an unwritten code accepted by the 
papers and approved by the people. There will 
be a tendency for government officers more 
and more to invoke the justification of mili- 
tary secrecy to justify their ever present desire 
to keep the facts to themselves. There will be 
an increasing tendency for the government to 
override the civil rights of the citizens and, 
what is more serious, for the citizens them- 
selves to demand that this be done. 

The issue between freedom and control will 
never arise in its broad form. The encroach- 
ments upon a free system will be made step 
by step and it will be difficult to resist any 
one of them. Especially is this true for a prac- 
tical people like the Americans who do not 
naturally think in terms of social philosophies 
but who pride themselves on meeting each 
problem as it arises. 

That pressures of these kinds will be strong 
seems probable; to resist them will be diffi- 
cult. But if it is true that this is to be a long 
drawn out conflict we must resist them if we 
are to maintain our economic and military 
power. Moreover if this contest is viewed in 


all its aspects against the background of his- 
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tory, it may best be regarded as a titanic 
struggle between two opposing civilizations 
for the hearts and minds of the men of the 
world. If this is, indeed, the real nature of 
the conflict it is essential that we maintain 
our example of a free economic and social 
system and demonstrate that it is not only 
satisfying from the point of view of human 
values, but that freedom is actually more 
efficient and powerful than regimentation. 


Policies for These Times 


It is not possible here to particularize as to 
the implementation of this policy or as to the 
concessions which must be made to the new 
situation which confronts us. One can suggest, 
however, that where controls are necessary we 
rely as much as possible upon those that are 
general in nature and avoid those of the spe- 
cific and arbitrary type. For example, there 
is no question that there is a serious danger 
of inflation. The general policy I am sug- 
gesting would favor the use of taxation and 
general credit and monetary policies rather 
than specific price controls, wage freezes and 
other devices that may be invented and that 
may make a stronger immediate appeal. 

Second, there are some respects in which 
weaknesses of our past government policies 
are revealed by this national test. For ex- 
ample, important as is competition for the 
functioning of our system and important as I 
believe the antitrust laws to be in the preser- 
vation of that competition, there are recent 
interpretations and trends which can well be 
re-examined from the point of view of main- 
taining an effective peacetime economy as well 
as for war purposes. It is a sign of weakness 
of that policy when as soon as a national 
emergency arises we must announce that anti- 
trust enforcement will be held in abeyance. 
I submit that an antitrust policy is not a 
sound one if it has to be thrown overboard 
every time the going becomes a bit rough. 
This means then that as to this and other 
policies I am not arguing merely for a preser- 
vation of that which we have had, but rather 
that we should re-examine many of our spe- 
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cific policies to see if they are truly consistent 
with the basic assumptions of our system. 

In the third place, the policy I am recom- 
mending would call for the very minimum of 
secrecy in Washington as to our domestic and 
international policies, as to scientific knowl- 
edge and as to the functioning of government 
departments. After all, there are relatively few 
things which really need to be labeled “top 
secret”, and we should resist the temptation 
of every army officer and bureaucrat to play 
safe by thus labeling every matter which for 
his own convenience he would prefer not to 
reveal to the public or even to other depart- 
ments of the government. 

In the fourth place, we should avoid as 
poison any regimentation of research into lines 
that are deemed to be most practical. The 
essence of research is that it must be free. No 
better example of this could be cited than the 
efforts made by Hitler and Mussolini to regi- 
ment and organize the scientific brains of 
their countries for the purposes of war. When 
these dictators looked about their countries to 
make a neat inventory of the activities of the 
scientists they came upon some who were en- 
gaged in a “fruitless” and esoteric inquiry 
into the nature of matter. “What in Heaven’s 
name,” we can hear Hitler say, “does this 
have to do with fighting a war?” The conse- 
quence of attempting to divert those brains 
into lines that would appear to be more mili- 
tarily fruitful was that the nuclear physicists 
of those countries, including Lise Meitner, 
Hahn, and Enrico Fermi, departed in favor of 
places where they could breathe the air of 
freedom; and these were the people whose 
work led to the atomic bomb. No better ex- 
ample, I think, could be offered of the fact 
that it is freedom with all its disorganization 
and lack of direction which in the long run 
and the broad view produces practical results. 

In the fifth place, we should not now forget 
that eternal vigilance is the price of liberty. 
We should have the patience to preserve civil 
rights even when those who would invade 
them are highminded men on Congressional 
committees and those who invoke those rights 
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are unsavory citizens. The danger to our way 
of life that comes from the impairment of 
rights of individuals may be even more serious 
than the more spectacular offenses of our 
gangsters or our fuzzy-brained “subversives”’. 

Sixth and finally, we should be alert to the 
insidious dangers. We cannot say that no con- 
cessions may be made to our new “armed 
camp” status. The danger is that the con- 
cessions will be made thoughtlessly. If we 
must make concessions let us recognize them 
for what they are. To this end I commend to 
you the four tests to be applied to every pro- 
gram suggested by Harold Lasswell in his 
penetrating National Security and Individual 
Freedom. They are: 1. Is there in this pro- 
gram a threat to the principle of civilian su- 
premacy? 2. Is there a threat to freedom of 
information? 3. Is there a threat to civil 
rights? 4. Is there a threat to a free economy 
or a tendency to a controlled economy? 


Meeting the Challenge 


In summary, our policy should be to take 
this greatest challenge which western civiliza- 
tion has faced in a thousand years in our 
stride. This is not complacency. It is not a 
cheap appeal to business as usual. It is based 
upon the belief that our stride is indeed a 
mighty stride, and that if we preserve it.there 
is no nation or no competing civilization that 
can successfully stand against it. 

Our way may look messy and inefficient at 
times, but my conclusion from years of study 
of this free enterprise system is that this very 
disorganization underlies our strength. To be- 
lieve that at times requires faith. But a time 
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of crisis always requires faith, and let us hope 
it will not fail us now. 

All of what I have been saying is perhaps 
implied in the conclusion of Toynbee in his 
Study of History. In that great work he recog- 
nizes in the whole history of mankind 21 dif- 
ferent civilizations. Every one of them but 
our own has ultimately been destroyed or is 
now arrested or declining; and let us remem- 
ber that many of them which had lasted as 
long as our own and in which men had as 
much confidence as we have in ours are no 
longer even remembered except by historians. 

The obvious question is: Must the 21st 
civilization follow the same path as the others? 
The record obviously is not encouraging. But 
this conclusion of Toynbee is encouraging: 
that of all those 20 civilizations that have 
either disappeared or are on the way to dis- 
appearance, not one of them has been mur- 
dered. They have all committed suicide. They 
have not truly been destroyed by outsiders; 
they have destroyed themselves. Attacks from 
the outside against a system that is still es- 
sentially strong have only strengthened it; 
whereas even a war ending in victory has at 
other times destroyed a civilization if it was 
already weak at the core. The challenge to 
this country then is to be true to its own 
principles and to its own genius. The danger 
is that in preparing for a conflict with an op- 
posing system we will be unfaithful to these 
principles in the mistaken belief that the ways 
of the enemy are actually better than our 
own. The acceptance of such a heresy would 
be our true defeat. 
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Impact of the 


Defense Program 


on American Business 


AST year, the nation faced the task of 

mobilizing a large armed force to meet 
an unknown emergency for an unknown period 
of time, at a time when we were already 


— fully employed; 


— producing at capacity (with current 


hours of work) ; 


— giving the rest of the world a large 


share of our output. 


Stephen M. Du Brul 


The problems and the economic dangers 
which we face are distinctly different from 
those of 1940. 

Today we have no large group of unem- 
ployed; very little slack in our supplying in- 
dustries; a huge and dangerous National 
Debt; and an already high tax level. Under 
these circumstances, it will require far more 
courageous and prompt action to limit infla- 
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tion than was required in 1941. Yet, unless 
we do combat further inflation, all other plans 
(Military or otherwise) will be jeopardized. 


ECONOMIC INDICATORS 


_ The impact of Military production falls 
more heavily on those segments of the econ- 


1940 vs. 1950 

1940 
Employed Civilians (million) ........ 47.5 
Unemployed Civilians (million) ...... 8.1 
Total Labor Force (million) ....... 55.6 

Average Hours Worked per 
Steel Output (Million Ingot Tons) ... 67.0 


Output as % of Capacity % ........ 
Automobile Production (Million Units) 4.5 


National Debt (Billions of Dollars) .. 50.9 
National Income (Billions of Dollars).. 81.3 
Total Government Income ........... 17.8 
Government Income as 

% of National Income % ........ 21.9 


cai omy which require scarce materials—particu- 
60.0 larly metals. This was demonstrated during 
poe World War II. 

By 1944, the Government was taking nearly 
40.5 one-half of our total Gross National Product. 
96.7 Nevertheless, the total of soft goods and 
ne services available to consumers was greater 
235.6 than it had been in 1940. “Hard goods,” how- 
68.7 ever, were scarce. Most of the impact of the 
29.2 Government takings was on consumer durable 


GROSS NATIONAL PRODUCT 


In 1939 Dollars 
Per Cent 
Increase 
1940 1944 1950 1950 over 
(Billions of Dollars) 1940 
Consumer Purchases 
Non-Durable Goods ...............ceceecceeees $ 37.1 $ 44.5 $ 51.4 39% 
Private Investment 
New Construction ...............cceseeceeccees $ 5.4 $ 2.0 $ 9.2 70% 
Producers Durable Goods ................+200: $ 60 $ 51 $ 14.5 142% 
Foreign Investment $ 1.2 $ -2.2 
Government Purchases .............eeseeeecccceees $ 13.8 $ 71.3 20.4 48% 
Lee GROSS NATIONAL PRODUCT .......... $100.0 $156.9 $152.4 52% 
emo 
Private Hard Goods .............esseeeceeeees $ 19.1 $ 11.7 $ 39.5 107% 
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goods, producer durable goods, and new con- 
struction. 

Therefore, to understand the impact of our 
present Military Program, we must relate it 
to the country’s current output of “Hard 
goods” rather than to the total Gross National 
Product. 

In 1950, we produced $29.2 billions of con- 
sumer durable goods and $23.4 billions of 
producer durable goods, for a total of $52.6 
billions. In addition, we produced a total of 
$21.8 billions of private construction. Our 
total production of private “hard goods” was 
$74.4 billions, or only 26.6 per cent of our 
total Gross National Product. 


OUTPUT OF “HARD GOODS” IN 1950 
FOR PRIVATE USE 


of of Total 
D s GNP. 
Private “Hard Goods”: 
Consumer Durable Goods .... 29.2 
Producer Durable Goods ...... 23.4 
Total Private Durable Goods 52.6 18.8 
Total Private Construction .. 21.8 78 
TOTAL PRIVATE HARD 


Other Goods & Services 
(Consumer Services and Non- 
Durable Goods, Government 
Purchases, Etc.) .............. 205.4 73.4 


Total Gross National Product ... 279.8 100.0 

The new Military Budget seems to call for 
a production rate of about $30 billions of 
military “hard goods” by the end of 1951, 
compared to less than $5 billions in 1950. 
This will include tanks, guns, planes and sim- 
ilar items. To a large extent, this $30 billions 
of “hard goods” must be diverted from our 
1950 output of private “hard goods”—unless 
broad steps are taken to increase production 
facilities, both for raw materials and plants 
to produce military goods. 

Furthermore, the present program calls for 
stepping up the rate of military “hard goods” 
production throughout 1952 to a rate of pos- 
sibly $50 billions by the end of 1953. Hence, 
it is apparent that the expansion to increase 
the production of military “hard goods” will 
necessarily curtail the production of private 
“hard goods” because of the diversion of ma- 
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terials, facilities, manpower and management. 

We cannot hope to expand overnight our 
output of “hard goods” to an annual rate of 
as much as $30 billions in the face of short- 
ages of material and skilled labor. Given a 
little time, however, we should be able to do 
the job. | 

During the past ten years, we expanded our 
output of private “hard goods” by 107 per 
cent. This is at the annual rate of increase of 
about 7 per cent. If we can maintain this rate 
of increase for the next few years, we should 
then be able to meet the demands of the mili- 
tary program and still provide the civilian 
economy with its 1950 output of “hard” 
goods. It will not be an easy job to maintain 
this rate. 

The immediate situation, however, is one 
in which we find powerful inflationary forces. 

This is true despite widespread signs of 
temporary overstocking in various consumer 
lines and increased consumer resistance to 
purchases of various goods at existing prices. 
As our military program actually takes hold in 
a big way, consumer incomes will be further 
increased, while the volume of goods available 
for civilian purchase will be reduced. In this 
situation, we naturally turn to examine the 
three principal anti-inflationary devices: 

i. Direct controls; 

2. Fiscal Policy; 

3. Monetary Policy. 


Direct Controls 


Despite the vast amount of discussion 
about price and material controls, very little 
along these lines was actually put into effect 
until recent weeks. The Defense Production 
Act, which Congress enacted last year at the 
height of the post-Korea buying spree, is only 
now in the process of being implemented and 
sitll lacks enforcement machinery. 

Direct material and price controls, whi« 
popular among the inexperienced, are a very 
crude device and to the extent they are effec- 
tive, are dangerous because of the great haz- 
ard of dislocating the production stream at 
numerous points. The so-called Controlled 
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Materials Plan recently announced is a good 
example of that danger. 

If operated as conceived, it will most likely 
result in tremendous dislocations of economic 
processes. No human mind can conceive of 
the intricacy of the flow of materials through, 
in, and out of the American economic system. 
To attempt to control this flow at one central 
point, with gross techniques, may quickly pro- 
duce a state of extreme confusion. 

Price controls, of the heavy-handed kind 
which have been imposed, represent more 
daring than economic intelligence. 

However, at least some of those who are 
charged with the responsibility of attempting 
to make these efforts effective, realize that 
unless proper fiscal and monetary measures, 
which will effectively reduce the demand for 
civilian products, are also adopted, the direct 
controls will eventually fail. 


Fiscal Policy 


The difference between the money incomes 
of consumers and the amount of goods avail- 
able for them might be called the “Gross In- 
flationary Gap.” This gap can be closed by 
increased personal savings, by increased taxes, 
and by increased prices. Our figures indicate 
that the gap to be closed in these ways will 
approximate $18 billions in 1951, and $37 
billions in 1952. 

From the standpoint of moderating the in- 
flationary impetus, it is perhaps fortunate that 
actual federal expenditures for the Armed 


THE INFLATIONARY GAP 


Actual Projected 
1950 1951 1952 
(Billions of Dollars) 


Total Personal Incomes 
Available for Spending 
or Saving After Present 
Income Taxes .......... 203 220 229 


Less: | Goods and Services 
Available for Personal 


Consumption ............ 191 202 192 

Equals: Indicated Inflationary Gap 12 18 37 
To be closed by 

(a) Personal Savings .. 12 ? ? 

(b) Higher Taxes ..... re ? ? 

(c) Higher Prices ..... ? ? 
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Forces have not so far been made at anything 
like the projected rate. Total Federal expendi- 
tures for the first ten months of Fiscal 1951, 
exclusive of Trust Fund items, were only $1 
billion larger than the first ten months of 
Fiscal 1950. At the same time, the increase 
in the Federal Government’s revenues was 
almost $8 billions. 

Nevertheless, our military expenditures are 
bound to rise at an increasing rate in the 
months ahead, and the new revenue measures 
being considered by Congress will have to be 
substantial if our tax system is to play an 
adequate role in combating inflation. 

A realistic view of our method of taxing 
personal incomes requires us to face two im- 
portant facts. 

First, that out of a total personal income 
stream of around $250 billions, we have less 
than $70 billions as the base for additional in- 
come taxation. The remaining $180 billions 


‘are effectively removed from taxation by 


statutory exclusions, deductions, exemptions, 
existing taxes, and (to some extent) by 
evasions. 
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The second fact is that the progression in in the $10,000-and-over brackets by a 100 
the personal income tax rates has gone beyond per cent tax would produce considerably less 
the point of diminishing return and is close new revenue than to put a 10 per cent tax on 
to the “point of no return.” the income that alone remains in the very low- 

This becomes clear when we realize that of est tax bracket (under $2,000). 


WHERE ADDITIONAL TAXES WOULD HAVE TO COME FROM 


are the ... Which amount 
In these tax following totals of to the following 
brackets .. . income available for percentages of all 
additional taxation such income 
Over $50,000 $ .21 billion 30% 
$20,000 to $50,000 ed 1.44 
$10,000 to $20,000 ae. Cw” 3.35 
$ 8,000 to $10,000 ew 1.72 
$ 6,000 to $ 8,000 187 ” 2.75 
$ 4,000 to $ 6,000 4.72 
$ 2,000 to $ 4,000 —  * 12.01 
Under $2,000 50.16 ” 73.71 
Total $68.05 billion 100.00% 
the less than $70 billion income that can be In this connection, it is interesting to com- 
subjected to additional income taxation, more pare present incomes with prewar incomes. 
than 85 per cent is in the two lowest tax The next chart does this, for different incomes 


brackets (up to $4,000). Or, to put it an- with different levels of living costs. The inter- 
other way, to expropriate ail taxable income cept of the vertical and horizontal lines of 
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this chart, at any given level of the Consum- 
ers’ Price Index (as a measure of the depreci- 
ation in the purchasing power of the dollar) 
gives equivalent incomes of the same net pur- 


chasing power after taxes. It illustrates, in a 


dramatic way, the erosion of the incomes of 
the managerial group which carries the re- 
sponsibility for making good the promises of 
our political leaders. 

In connection with tax legislation, it should 
be borne in mind that all taxes are not neces- 
sarily anti-inflationary. In fact, the wrong 
taxing systems may prove to be a stimulus to 
inflation. 

For example, an excellent case has been 
made repeatedly by many tax authorities and 
many businessmen that ANY excess profits 
tax probably contributes to inflation, in that 
it tends to inhibit expansion of production 
facilities and encourages waste, extravagance, 
and high costs. 

The same may be said for price controls 
which tend to equalize profits of the efficient 
and the inefficient alike. Under such circum- 
stances, there is no incentive for any producer 
to increase his efficiency. 

In this connection, it is interesting to note 
that the Federal Government is now in effect 
the largest single common stockholder in the 


. United States. More than 50 per cent of cor- 


porate earnings are now channeled to the 
Federal Government directly, and it would 
appear that another 10 per cent is collected 
indirectly through the personal income taxa- 
tion of dividends paid. Thus, corporate profits 
are a precarious edge upon which to balance 
the Federal Budget, particularly when, all at 
the same time, the price control authorities 
are attempting to make the businessman pass 
the same dollars on to consumers in lower 
prices, the military authorities to recapture 
them through renegotiations, and the unions 
to capture them through increased wages. 


Monetary Policy 


The over-all effect of monetary policy since 
the Korean incident began has been to sup- 
port the rise of prices. In the year ended 
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March 1951, bank deposits and currency out- 
standing rose by $514 billions, as the result 
of an expansion of about $9 billions in bank 
loans to business, partially offset by reduc- 
tions in their holdings of securities, by gold 
exports, and increased Federal tax yields. At 
the same time, the velocity of circulation of 
money has risen. “E” Bonds have been cashed 
faster than they were purchased. Also, for the 
first time, this was true of the large denomina- 
tion “E” Bonds. The rise in bank credit, it 
should be noted, has not been due to deficit 
spending by the Government, but to private 
borrowing. 

Recently, however, the Federal Reserve 
System and the member banks have taken 
more vigorous steps to slow down the expan- 
sion of credit. For the time being, at least, 
there is promise of some success in this direc- 
tion. The previous stocking up of business 
enterprises and of consumers, together with 


‘the imposition of price ceilings, have dulled 


the incentive for anticipatory buying. The 
yearly rate of increase in the money supply 
itself shows some signs of declining. Regula- 
tions “W” and “X” have become progressive- 
ly more effective. The reduction in the price 
of Government bonds, due to the withdrawal 
of price supports by the Federal Reserve, has 
slowed up the flotation of new issues of non- 
Government securities and mortgages and has 
made it more difficult for banks and insurance 
companies to increase their loans. 

So much for the efforts we have made 
against inflation through the use of direct 
controls, fiscal policy, and monetary policy. 

What about the wage policy? 


Wage Policy 

Some people seem to regard the level of 
wages as the crux of the problem in respect 
to inflation. They hold that inflation proceeds 
through increases in wages, which in turn in- 
crease costs, which in turn force higher prices. 
Our studies do not support this succession as 
the actual sequence of events, nor as the 
proper appraisal of cause and effect. 

In our view, the cost of living and the gen- 
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eral price level are determined primarily by 
monetary and fiscal forces, and wages tend to 
follow. 

The following chart shows the results of 
some research we have done in this field. It 


August, 1950, wage rates rose less than 2 per 
cent, while wholesale prices rose 10 per cent, 
As the cost of living rose, wages rose further, 
but they have not yet risen as rapidly as 
wholesale prices. The point is that increased 
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THE MONEY SUPPLY 
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relates the price level, as indicated by the 
Consumers’ Price Index of the BLS, to the 
money supply in the hands of the public. It 
will be noted that changes in the money sup- 
ply have systematically preceded material 
changes in the cost of living. There is not a 
single instance in which the cost of living has 
risen appreciably, and the rise been sustained, 
except AFTER a prior substantial increase in 
the money supply, in excess of the trend-line 
of need for the country. 

In the chart on page 19, we can see the re- 
cent relationship between wages and prices. It 
will be noted that between January and 


wage rates followed, rather than preceded a 
price rise in the primary markets and have 
risen less than living costs. 

Business management must accept the 
monetary policy of the Government as part of 
the framework within which it conducts its 
operations, a framework which also includes 
the Constitution, Congressional statutes, court 
decisions, and the rulings of the Government’s 
administrative agencies. As private citizens, 
managers desire the kind of monetary and 
fiscal policies that tend to prevent wide fluc- 
tuations in the price level. But, if significant 
fluctuations in the price level do take place, 
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it would be foolhardy for the individual busi- 
nessman to attempt to oppose or to reverse 
these movements by his own wage policy, 
especially when the Government itself cannot 
resist the pressure. 

To do his job efficiently, the businessman 
must have a cooperative working force. He 
must recruit and maintain his working force 
in competition with other employers. He can- 
not continue to do so and maintain the morale 
and efficiency of his employees in the face of 


though not necessarily in the same proportion. 

It would appear then that those who argue 
that wage rates should be held down in spite 
of material increases in living costs are asking 
the impossible. 

The escalator clauses included in the con- 
tracts of General Motors, with the U.A.W. 
and other unions, which provide that wage 
rates shall rise and fall with changes in the 
cost of living are a case in point. They are 
designed to bring about an orderly and peace- 
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rising living costs, unless the wage rates he 


_ pays respond to such increases. Even though 


employers were able to resist wage increases, 
the funds would still be there. The inflationary 
force would only be diverted into other chan- 
nels. 

Professor Leo Wolman, of Columbia and of 
the National Bureau of Economic Research, 
States categorically that he has never found 
a single case in any country in which wages 
have failed to increase as living costs rose, 
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ful adjustment of wage rates to changes in the 
cost of living of the workers. They offer the 
enormous advantage of accomplishing peace- 
fully and in rational fashion something which 
experience teaches would otherwise be none- 
the-less accomplished, but at the cost of re- 
curring interruptions to output, loss of em- 
ployee morale, and impaired efficiency. Stabil- 
ity of labor relations is of inestimable value, 
particularly in complicated manufacturing 
enterprise. 
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It is interesting to note that if the escalator 
formula had been in effect in 1940, and rep- 
resented the nation’s wage policy since, the 
resultant wage trend would have come quite 
close to what actually happened. 

The calculations make no allowance for 
non-wage labor costs, such as pensions, insur- 
ance premiums, and pay for time not worked, 
so that actual labor costs per hour have actu- 
ally increased more rapidly than the above 
chart would indicate. 


Summary 

Because our vast military program is being 
superimposed upon a full employment, high- 
output civilian economy, we face a contin- 
uance of serious inflationary pressures. These 
may be mitigated or wholly offset by an ap- 
propriate combination of monetary, fiscal, and 
direct control policies that reduce effective 
demand for civilian goods, without reducing 
the incentives to produce. Wages must be ad- 
justed in the light of the results produced by 
the other policies. 
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Business Conditions and 
Stock Market Policy 


USINESS—in its simplest terms—is mak- 
ing and selling goods (and services). Good 
business is when you make a lot and sell a 
lot. Bad business is when you make a lot and 
don’t sell it—or worse—don’t make much and 
don’t sell much. 
Today, business is good! In fact, in most 
respects it has never been so good. We are 
making more goods and selling more than we 
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ever did before. Specifically, may I direct your 
attention to Chart 1. 

Currently, you will notice that our Gross 
National Production at current price levels 
amounts to about $315 billions. Consumers— 
the peopie—have been on two unprecedented 
buying sprees since the Korean war outbreak 
last June—one last summer, and again early 
this year. Recently, consumers have been buy- 
ing the country’s production at a peak annual 
rate of $206 billions. 

Businessmen also have been buying at the 
unprecedented rate of $61 billions of the na- 
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tion’s total output—in an attempt to supply 
the huge demand for goods from both civilians 

Contrary to the amount of limelight focused 
on Government expenditures, especially for 
national defense, they played a relatively 
small part in the enormous 1950 business pic- 
ture. Even today, at the current $54 billion 
buying level—split about half and half for 
national defense and “running expenses,”— 
Government buying is not yet the basic force 
in the current high-level business picture. 

Thus, despite the “popular” belief to the 
contrary, Government spending has not been 
the inflationary force since Korea; it has been 
the result of increased consumer and business 
spending pressing hard against our economy’s 
insufficient-but-growing production that has 
been primarily responsible for new high levels 
of business activity and commodity prices. Of 
course, the increased Government spending 
since Korea was a significant influence in 
stimulating business and consumer demand, 
even though actual Government spending has 
not risen appreciably yet. 

In this discussion of who spends how much 
for what in our economy, I most certainly am 
not condemning the private segment of our 
economy for its inflationary spending, and I 
certainly am not condoning all the Govern- 
ment’s spending. Quite to the contrary, I feel 
that the Government could, and should, spend 
considerably less in many areas (non-military) 
of our economy—be even more anti-inflation- 
ary. 

The current fact remains, however, that as 
we face the future, certain areas of private 
spending must be reduced if we are to limit 
further inflation; and Government spending 
(military) must be increased if we are going 
to build the defense economy required by in- 
ternational developments. This is the economic 
crossroads at which we stand here today. 

Specifically, here is the economic picture 
for the next twelve months—as I see it today. 

Gross National Product—should, by mod- 
erate increases in production and prices, rise 
from the current level of $315 billions to $325 
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billions by the year end, and reach about 
$330 billions by next spring. 

Personal Consumption Expenditures—large- 
ly because of unavailability of goods, but also 
because of “invisible inventory,” higher prices 
and increased personal taxes—at the recent 
level of $206 billions appear to be at their 
peak for the next twelve months at least. They 
will probably decline $7 billions or so from 
the recent $206 billion level before the year 
is over. 

As Chart 2 shows, I expect practically all 
of this drop in personal consumption expendi- 
tures to take place in declining consumer 
durable-goods purchases, with not too much 
change in consumer purchases of services and 
non-durable goods. 

Private Business Expenditures—currently 
running around an annual rate of $61 billions 
are at a peak, in my opinion; a year from 
now they may be $10 billions or so lower. 

As Chart 3 shows, I expect only minor 
changes in the current level of plant and 
equipment and foreign purchases over the next 
year. Private new construction expenditures 
appear to be at a peak, however, and should 
work down to around the $20 billion level a 
year from now, compared with current rate of 
$23 billions. 

Business inventories are at an unprece- 
dented peak, and should be in a declining 
trend from now on. As a result, about 75 per 
cent of the anticipated decline in total busi- 
ness expenditures over the next year should 
be accounted for by decumulation of inven- 
tories—just the reverse of the sharp expansion 
of inventories which has taken place since 
Korea. As World War II experience reveals, 
after the initial inventory accumulation, dur- 
ing 1942-1945 large inventories were not 
necessary to the prosecution of the war. The 
expected decumulation of inventories, there- 
fore, is a natural development. In fact, it is 
a fundamentally good one because it will tend 
to relieve many current price pressures and 
make more room for increasing military ex- 
penditures. 
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Government Military Expenditures—for 
the future, therefore, are the one basic increas- 
ing force. I have a suspicion, however, that too 
many people are counting too much on the 
“stimulating” effect of the anticipated in- 
creases in military spending. 

Chart 4 should help to put the currently 
planned amount of Government spending into 
perspective. As you can clearly see, 1951’s 
indicated defense expenditures, while repre- 
senting a sadly sharp increase over those of 
1950, are small relative to those of World 
War II—in absolute terms. Both in 1944 and 
1945 total Government expenditures amounted 
to nearly $100 billions. Defense expenditures 
alone amounted to nearly $90 billions, almost 
two times the currently proposed levels in 
absolute terms. (Even so, it looks like the 
Government may run a deficit of $5 to $10 
billions next year). 

In relative terms, our planned defense ex- 
penditures appear even smaller. As Chart 5 
shows, during World War II peak defense 
expenditures absorbed about 42 per cent of 
all the goods and services produced in the 
country. In 1950, they took only about 5 per 
cent; currently they amount to about 9 per 
cent of our total output; and our additionally 
planned military expenditures up to around 
$50 billions for next year should not absorb 
more than another 7 per cent of our national 
product. Thus, by next spring only around 
16 per cent of our total output should be con- 
sumed by the military—only about one-third 
of the World War II peak level. Of course, if 
a full scale war develops, this ratio will change 
sharply upward. 

Obviously, the presently planned national 
defense program is much smaller than the all- 
out effort of 1944 and 1945. And well it might 
be, because to attempt to duplicate World 
War II’s relative effort now without the patri- 
otic incentive of a full scale World War III 
(Heaven forbid!) would be suicidal. It would 
require nearly ten times as many in the armed 
forces as we now have and defense expendi- 
tures of around $125 billions annually! 

Thus, the size of our currently planned in- 
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crease in defense expenditures in terms of the 
overall reduction in the supply of civilian 
goods should not be so great. Specifically, 
with around a 5 per cent increase in output 
next year, we could accommodate the in- 
creased military demands without disturbing 
overall civilian consumption too much. While 
we normally only increase our national output 
about 314 per cent per year, during the five 
World War II years national output, allowing 
for higher prices, increased at an average rate 
of 15 per cent per year. 

Hence, it appears that with some increased 
employment, a longer work week, operation of 
“mothball” facilities, additions to plant and 
equipment, and some increase in productivity, 
that it is very possible that the annual rate 
of national output could increase over the 
next year by close to 5 per cent, or $15 bil- 
lions, at present prices. $20 billions additional, 
up to an annual rate of $50 billions by next 
spring, however, is wanted for military ex- 
penditures. 

While the overall output increase should go 
a long ways to maintain overall civilian sup- 
plies at present levels of output and prices, 
particular types of civilian supplies will, of 
necessity, suffer cutbacks. This will be espe- 
cially true, as noted earlier, in many types of 
consumer-durable goods that require metals 
and other scarce materials. Even so, the 
“lower” production levels of most of the 
affected goods will be extremely high by his- 
torical records, and civilians are already en- 
joying the use of a previously high production 
level of most of these goods. 

Nevertheless, controlling inflationary forces 
over the next year will be extremely difficult. 
First, with a broad brush, this is true because 
“only” $20 billions or so of increased national 
defense expenditures (at current price levels) 
will result in a corresponding increase in in- 
come before taxes, and this means that people 
and businessmen will have over $10 billions 
more income even after allowing for increased 
taxes. But this $10 billions will be pressing 
against no more available civilian goods and 
services; in fact, less in the desired kinds. 
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Obviously, there is a very definite inflationary 
potential in this situation. 


Personal Consumer Expenditures—current- 
ly running around $206 billions, primarily 


because of lower buying of consumer-durable 
goods, should average around the $200 billion 
level for 1951. 

Thus, there will be an “inflationary gap” of 
about $18 billions this year. $218 billions of 


How does this outline of the shifting de- 
mand for goods over the next year add up? 
Specifically, the following table summarizes 
my ideas on significant economy factors for 
1951 at this time. 


BASIC ECONOMIC LEVELS, CORPORATE EARNINGS AND DIVIDENDS 
1. EMPLOYMENT-POPULATION 


1929 1940 1947 1948 1949 1950 1951E 
(Avge.) 
Population (millions) ........... 121 132 144 147 150.4 152.9 155.0 


Employed Workers (mils.) ...... 46.3 47.5 58.0 59.4 58.7 59.9 61.5 
2. PRODUCTION 
F.R.B. Index of Industrial 
Production (1935-39=100) ...... 110 125 187 192 176 200 227 
3. PERSONAL INCOME & EX- 
j PENDITURES (billions) 
, Personal Income ............... $85.1 $78.3 $191.0 $209.5 $206.1 $223.2 $245.0 
; Personal Income After Taxes .... 82.5 75.7 169.5 188.4 187.4 202.7 $218.0 i 
Personal Consumer Expenditures 78.8 72.1 165.6 1774 1788 190.8 $200.0 i 
4. COMMODITY PRICES (BLS) 
Wholesale Index (1926=100) ... 95.3 78.6 152.1 165.1 155.0 161.5 185 i 
Consumers Index (1935-39=100) 122.5 100.1 159.2 171.2 169.1 171.2 185 | 
5. CORPORATE EARNINGS & 
DIVIDENDS 
Dow Jones Industrials: 
Earnings Per Share .......... $19.94 $10.92 $18.80 $23.07 $23.54 $30.70  $25.-$27. 
Dividends Per Share .......... 12.75 7.06 9.21 121.50 12.79 16.13 $15.-$16. 
All Corp. Earnings (bils.) ..... 8.4 6.4 18.5 20.9 17.0 22.4 19.5-20.5 
All Corp. Dividends (bils.) .... 5.8 4.0 6.6 7.5 7.8 9.4 9.0- 9.5 


Employment—currently running somewhat 
in excess of 60 million should reach an all- 
time high level of about 63 million during the 
harvesting season this summer, averaging 
around 61.5 million for 1951. 

Industrial Production — currently around 
222 on the Federal Reserve Board Index 
should work up into the 235-240 area over 
the next nine to twelve months, averaging 
around 227 for 1951. 

Personal Income Before Taxes—currently 
running around $242 billions, primarily as a 
result of full employment, at longer hours and 
higher wages, plus rising farm income, should 
work up to around the $255-$260 billion level 
during the next year, averaging around $245 
billions for 1951. 

Personal Income After Taxes—currently 
running around $216 billions, it should rise 
to around $225 billions by next spring, and 
average around $218 billions for 1951, despite 
higher personal taxes. 


personal income (after taxes) will be chasing 
$200 billions of consumer goods. 
Commodity Prices—are sure to rise some 
further as a result of this $18 billion ‘“‘infla- 
tionary gap.” In view of the fact that the 
huge inventory accumulation period, which 
has been largely responsible for the rapid 
price rise to date, is turning to decumulation, 


however, the future price rise should be rela- | 


tively moderate. Currently both the wholesale 
and consumers’ price indices are around 184; 
they should work up to around the 190 level 
by the year end, averaging around 185 for 
1951. 

At this point I might say to those of you 
who are in the securities business that this 
“inflationary gap” of $18 billions this year 
provides you with an opportunity to do a con- 
siderable amount of sound business. It not 
only provides you with the opportunity to sell 
your customers some sound income-producing 
securities, but money invested in such secur- 
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ities performs an anti-inflationary action be- 
cause this invested money no longer competes 
for a diminishing amount of civilian goods. 
In this connection, I most certainly believe 
that properly selected Mutual Funds are a 
sound investment-savings medium for “‘soak- 
ing up” some of this year’s “inflationary gap.” 
This observation is not invalidated in the least 
by my next one. 

Corporate Earnings and Dividends—De- 
spite my expectation that practically all 
phases of economic activity will reach new 
peaks over the next year, it is my belief that 
corporate earnings and dividends saw their 
peak in the fourth-quarter of 1950 for some 
time to come. Over the longer term, of course, 
due to the inherent growth and inflationary 
characteristics of our economy I expect to see 
earnings of $50 per share and dividends of 
$25 per share on the Dow Jones Industrial 
stocks. (Dow Jones at 500 equal to 10 times 
earnings and a 5 per cent yield basis, or at 
750 equal to 15 times earnings and a 3.5 per 
cent basis). 

For 1951, however, I expect Average earn- 
ings to decline by 10 per cent to 15 per cent 
from last year’s peak levels. That means from 
$30.70 per share earnings last year on the 
Dow Jones Industrial stocks to around $25 
to $27 this year. 

Average dividends, while declining some, 
should hold relatively better than earnings. 


__50 YEARS OF STOCK PRICES _ 


In terms of the Dow Jones Industrial stocks 
again, I think they should run between $15 
to $16 per share this year, compared with 
$16.13 per share last year, which was an all- 
time peak. 

Summary of Business Outlook 

1. We are in the midst of a tremendous 
capital goods boom which, as you all know, 
is the most stimulating type of economic force. 
As a result, the overall volume of business is 
most likely to remain quite firm in a rising 
trend into the early part of 1952. 

2. Unless the war picture becomes more 
global, however, (Heaven forbid!) one should 
watch very carefully for a turndown in the 
current capital goods boom sometime later 
this year or early next year. In such case, we 
very likely will experience a serious “economic 
burp.” We are running and gobbling things 
up pretty fast these days; we may develop 
such a case of indigestion that despite Gov- 
ernment palliatives, we may need an “eco- 
nomic burp” next year before we can get back 
on our longer term uptrend. 

Valuation of Securities 


What about stock prices in the kind of 
economy I have just described? 

In the midst of our inflated economy, se- 
lected stocks appear to be the least inflated 
major commodity. This does not appear to be 
true from Chart 6, however, which shows that 
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the price of the Average stock is historically 
“high,” even though it is not much above its 
long-term trend. 

The price of the Average stock is high to 

what? To itself? Yes. But that is like saying 
that today’s automobile going 50 miles per 
hour, or today’s airplane going 300 miles per 
hour are going too fast, are unsafe, just be- 
cause forty or fifty years ago Ford’s car and 
the Wright brothers’ airplane would hardly 
move. 
If inflation is a term which describes a con- 
dition in which the price of a commodity is 
historically high in relation to its historical 
value, then the Average stock’s price today is 
“low.” As Chart 7 shows, the Average stock’s 
latest reported earnings and dividends—the 
primary determinants of value—are at an all- 
time high. 

And, despite all-time high dividend pay- 
ments, earnings are so much higher that divi- 
dends have never been so well covered. As a 
result, “plowed back” earnings have raised 


the Average stock’s book value to an all-time 
high also, as Chart 8 shows. Moreover, to re- 
place corporate productive facilities at today’s 
inflated commodity prices would cost at least 
twice as much as their original cost. 

To be more specific about the historical 
price-to-value position of the Average stock, 
however, look at Chart 9 which shows the 
historical price/earnings ratio of the Average 
stock. 

Today, the Average stock is selling for only 
6.2 times the latest reported earnings of the 
Dow Jones companies—historically lower than 
at any of the previous major “buy points” in 
the market. Undoubtedly, this historically 
favorable stock price position relative to earn- 
ings reflects a wide expectation of a sizable 
decline in earnings. 

A decline in corporate earnings is a logical 
expectation, as I have already suggested. Our 
careful analysis of the outlook for corporate 
sales, profit margins, and increased taxes 
leads us to believe that the net earnings on 
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the Dow Jones Industrials are currently run- 
ning around $32 per share after taxes; and 
that they very likely will average $25-$27 
per share for 1951. Thus, there is no reason 
to expect a substantial decline from the 1950 
peak dividend payments. The Average stock 
which provides the currently attractive yield 
shown in Chart 10, as I said earlier, should 
pay $15 to $16 per share this year (vs. $16.13 
last year). 


Chart 10 éncompassés eight significant 
periods of market history—the four periods 
of high prices in 1929-1937-1946-1951, and 
the four periods of low prices in 1932-193g- 
1942-1949, The present is the first time in 
history that stocks of such high quality have 
simultaneously sold at such high prices and 
yields. Such an abnormally favorable position 
could come about if dividends were being 
overpaid or just barely covered. As previously 


10. PRICE versus YIELD 
rit woes DOW-JONES INDUSTRIAL STOCKS PERCENT bea 
360 
330 « PRICE 
300 0 
270 1% 
2% 
= PRICE. 
210 sh 
180 of idl ; f 
60 8% 
20 + % 


Yield—the return on invested money—is 
the most fundamental basis for appraising 
securities. Today, the current yield on the 
Average stock is 6.2 per cent. This is a very 
high return on the price of such good-grade 
stocks as the Dow Jones Industrials; it is 
especially high relative to the return on high- 
grade bonds. This is true despite the latter’s 
recent rise in yield as a result of the Federal 
Reserve Board’s change in policy since early 
March. Even so, this “minor” change in in- 
terest rates is a moderately negative factor in 
the business and stock market picture today. 


noted, however, at none of the eight signifi- 
cant points in history mentioned earlier— 


either highs or lows—have dividends been so | 


well covered as they are today. 


In fact, yield, the compensation for invest- | 
ment risk, is about the same today in the — 
Dow Jones stocks as it was at Pearl Harbor — 


time in 1941. Is our future any more risky 


than it was then? 
Of course none of us can answer that ques- 


tion. But, in summing up the value position — 


of stocks today we find this: 
A multiple correlation of the various stock 
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market factors discussed—earnings, dividends, 
etc.—reveals a current value for the Average 
stock in the Dow Jones Industrials of 315.87. 


The Technical Security 
Price Picture 

Whereas (1) the general economic outlook 
appears strong, and (2) the “Average” secur- 
ity is demonstratively undervalued — our 
studies reveal that (3) the technical stock 
price picture is highly confusing. 

Of the 30 stocks in the Dow Jones Indus- 
trials, for example, only four seem to be in 4 
definite uptrend; four others, however, seem 
to be in a definite downtrend. Nine others are 
“on the fence”; they could turn up or down. 
Five others are acting favorably now, but 
look as if they could turn down anytime. The 
remaining eight stocks are acting badly now, 
but they could turn up. Is that confusing 
enough for you? 

In the same vein, while the Dow Jones In- 
dustrial Average is currently at a new high 
level for the past 21 years of around 262, a 
study we are currently making indicates that 
about half of all the stocks listed on the New 
York Stock Exchange are still selling below 
their 1946 highs (when the Dow Jones Aver- 
age high was 213). 

Moreover, out of 70 industry groups of 
stocks which we watch, only 17 did better 
than the Average last month when the “mar- 
ket” went to its new high level; and only 4 
of the better acting 17 groups really acted 
substantially better. They were the ethical 
drugs, rubber, oil, and chemical groups. The 
isolated strength in these four groups of 
stocks (out of 70) suggests that a good deal 
of recent buying has been fear buying—fear 
of inflation—because these four groups of 
stocks represent growth and inflation hedge 
stocks to most investors. Personally, I do not 
like to follow fear buying very far; it has a 
habit of making sudden reversals. — 

If this is not enough to suggest that the 
current stock market is a schizophrenic mass 
of cross currents, just reflect upon the fact 
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that Government bonds—still the safest se- 
curity in the world—have declined sharply 
recently, and they are still in a highly un- 
settled state. Simultaneously, however, the 
Average stock has gone to a new high since 
1930. 

Obviously, the way people are actually in- 
vesting today—as measured by technical stock 
market action—suggests that they are highly 
confused. 


Investment Policy in this 
Transition Period 

With all these confused cross currents go- 
ing on in the actual price action of the secur- 
ities markets, a money manager, it seems to 
me, must give extra weight at this time to 
what people are actually doing with their 
money (measured by price action). In other 
words, an investment policy maker today, de- 
spite (1) the admitted strong economic out- 
look for the next year and (2) the demon- 
strable undervaluation of stocks in general, 
must (3) pay heed to the mass investors’ con- 
fusion as expressed in the strong cross cur- 
rents of actual securities’ price action. The 
mass investor—-when confused—can easily 
wreck the best laid plans of a professional 
manager of money. 

Why shouldn’t the mass investor be con- 
fused. As I look out into this audience today, 
I see some of our country’s leading bankers, 
industrialists, financial executives, and pro- 
fessional educators—a really sophisticated 
crowd. Yet, who among you is not confused 
too by the current international and domestic 
scene—the same as the less erudite mass in- 
vestor is? 

It is true that on the basis of quantitative 
figures, our domestic economy seems headed 
toward substantially higher levels of economic 
activity. Yet, because of the war and rearma- 
ment nature of our high-and-rising economic 
activity, I am sure that we all have some ques- 
tions about the quality of the current capital 
goods boom. 

Even in the case of the demonstrable cur- 
rent undervaluation of the Average security, 
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I have admitted, and I have a feeling that 
most of you agree, that corporate earnings 
after taxes, as well as dividends, will be some- 
what lower this year. In other words, the 
value of the Average security will be declin- 
ing this year. In absolute terms, I do not feel 
that the decline in value will be great; current 
indications suggest that the Average stock 
even at today’s price would still be under- 
valued. The question is though—will invest- 
ors further bid up stocks when value is de- 
clining? It is not normal; yet stocks could be 
bid up sharply even in the face of declining 
value if investors became afraid, for example, 
of sharp inflation. This, however, does not 
seem likely at the moment; for the long run, 
yes, but not over the immediate future. 

Certainly, the average investor has plenty 
of reason to be confused over the international 
picture. We say we are really not at war, even 
though we are burying our dead from Korea. 
No one seems to know what our foreign policy 
is; indeed, if one exists. The next sixty days 
could be quite a crucial period. If we are to 
have a new global war this year, it would be 
logical for it to begin during the next month 
or two. Contrariwise, “peace” could develop 
in this period. Sudden war or peace, I feel, 
would cause a sharp reaction in the market; 
it very likely would recover much faster, how- 
ever, if it broke on war news than on peace 
news. That represents a paradoxically sad 
state of affairs. 

Also during the next month or so, the do- 
mestic picture will be in the midst of con- 
fusing discussion relative to the renewal of 
the Defense Production Act for the future 
control of our semi-war economy by the Gov- 
ernment. All in all, the present period seems 
to me to be a “touchy” one. 

To continue, therefore, in the specific vein 
I have adopted here today, I call your atten- 
tion to Chart 11 which shows the aggressive- 
defensive position of The Fully Administered 
Fund—our Balanced Fund—which, of course, 
reflects our overall investment policy. 

You will note that on May 7, 1951, when 
this chart was made and the Dow Jones In- 
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dustrial Stock Averagé was around 262, that 


we were in an approximately 50-50 aggressive. 


defensive position. 


This 50-50 position, with the defensive por. 


tion consisting only of cash, Governments and 
AAA bonds, is the most defensive position we 
have been in in a long time. We have gradually 
worked ourselves up to this position since 
June, 1949, when we approximated what we 
regard as Fully’s most aggressive position (80 
per cent aggressive and 20 per cent defensive), 


We liked the stock market very much at that | 


time. 

This does not mean necessarily that we do 
not like the stock market now; we just do not 
like it so well as then. There are many ways 
a money manager can state his policy. The 
current situation reminds me of two men 
looking at a glass of water on a table. One 
says it is half empty; the other says it is 
half full. 

In the case of our balanced fund which pro- 
vides a conservative, complete investment pro- 
gram—for the investor’s total account—we 
feel that the foregoing analysis suggests the 


logic of a 50-50 position at this time. To use | 


the “half full” policy description, however, I 
could say with equal conviction that all in- 
vestors at this time should have about 50 
per cent of their investible assets in good, 
sound, dividend-paying common stocks of our 
country’s leading productive corporations. 
Our whole future, basically, rests upon our 
ability to produce goods—for war or peace, 
or both. On that premise we have hand picked 
60 good quality common stocks for our fully- 
invested Common Stock Fund; and because 
I feel that they represent the hard core of 
American production, I have no hesitancy in 
recommending stocks like these for long term 
investment—even at this time up to around 
50 per cent of one’s investible assets. 

For the overall balanced position of a total 
investment account, however, I feel that this 
is a good time to have a substantial buying 


reserve. I am confident of the longer term 
prosperous road of American productive entet- | 


prise; when the road appears temporarily 
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foggy, however, it is best to slow down 
drive carefully. It is not a contradiction to ions 
| think that the longer term direction of stock _feel 
| prices is up, and also believe that the current value of : 
| | potential elements of danger require a cau- _—price action 
_ |. tious investment policy at this time. A man-. all know more about 
ager of money cannot avoid having specific year. | 
, ~ opinions; he can avoid undue risk. 
200 
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